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The Mexican government is planning to request a dispute- resolution panel under the North
American Free Trade Agreement (NAFTA) unless the US agrees to comply with the original terms
of the sugar provisions in the trade accord. Under those provisions, the US pledged to absorb all of
Mexico's excess sugar production annually, beginning with the 2000-2001 crop year. The new year
begins Oct. 1.
The US argues that the NAFTA provisions were superseded by a side agreement negotiated with
former President Carlos Salinas de Gortari and ex-trade secretary Jaime Serra Puche, which allowed
the US to open up its market to Mexican sugar on a more restricted basis.
The Secretaria de Comercio y Fomento Industrial (SECOFI) and the Camara Nacional de las
Industrias del Azucar y el Alcohol (CNIAA) counter that the side agreement is not valid since it was
negotiated outside the boundaries of NAFTA and was not ratified by the Mexican Senate. Under this
side accord, the most sugar Mexico could export to the US in 2000-2001 would be 250,000 metric tons,
which would still be a significant increase from the 25,000 MT allowed in 1999-2000 under NAFTA.
Still, if the US were to absorb all of Mexico's surplus in 2000-2001, Mexican sugar exports to the
US market could reach an estimated 600,000 to 700,000 MT. Because of the huge surplus projected
for this year, the Mexican sugar industry is putting strong pressure on SECOFI not to accept any
compromise that only partially solves the problem.
"It would be a fatal mistake for our trade authorities to accept the conditions imposed by the
US," said CNIAA president Carlos Seaone. "Our aim should be to ensure that all the provisions
negotiated under NAFTA are respected."
As of Aug. 8, the Mexican government had not yet requested the creation of the panel, pending
the result of intensive negotiations between Trade Secretary Herminio Blanco and US Deputy
Agriculture Secretary Greg Frazier. But Luis de la Calle, Mexico's deputy trade secretary, said the
request for the panel was likely, since the two sides failed in last-minute negotiations to reach an
agreement by the original deadline of Aug. 1 and the subsequent one-week extension.

Mexico considers sanctions on US corn syrup
De la Calle warned that failure to reach some sort of compromise could spark a trade war. In
addition to submitting the dispute to the NAFTA panel, the Mexican government expects to impose
full restrictions on imports of US high-fructose corn syrup (HFCS), de la Calle said.
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The CNIAA contends that Mexico could easily sell much of its excess inventory in the domestic
market were it not for the increasing competition from imports of HFCS. The CNIAA estimates that
roughly half the 550,000 to 600,000 MT of corn syrup consumed in Mexico is imported from the US.
The proposal to restrict corn-syrup imports could reignite a controversy that was brought before the
World Trade Organization (WTO) in recent years. Mexico had imposed restrictions on imports of
US corn syrup in 1997 and 1998 to protect its sugar industry (see SourceMex, 1997-07-02, 1998- 02-04,
1998-09-16).
But the US successfully challenged the restrictions. In early 2000, a WTO panel ruled that Mexico
failed to follow the proper procedures when it implemented the countervailing duty against US
corn-syrup imports. Mexican officials, who at that time decided not to appeal the ruling, pointed out
that the WTO did not say that the restrictions were improper, rather the manner in which they were
implemented.

Mexico could displace other countries in US market
If the US agrees to take in more sugar from Mexico, US authorities would have to totally revamp
the US system of sugar quotas to reduce imports from other countries. A handful of countries
that export sugar to the US—Australia, the Dominican Republic, Brazil, and the Philippines—
have already expressed strong concerns about the situation to the US. Brazil and Australia have
threatened legal action. Seaone said his organization empathizes with sugar exporters in those
countries, but Mexico has to watch out for its own interests. "I realize the conflicts with these
countries, but none of them has a free-trade agreement with the US," he said.
The Mexican sugar industry is on the brink of bankruptcy because of huge debts amassed during
the years that followed privatization of Mexican sugar mills in the late 1980s and early 1990s (see
SourceMex, 2000-03-01). The sugar crisis attributed to the combination of excess global inventories,
burdensome debt problems, and mismanagement has forced Mexico's second-largest miller
Grupo Azucarero Mexico (GAM) to file for bankruptcy protection (see SourceMex, 2000-05-17). In
May of this year, President Ernesto Zedillo's administration announced a massive rescue plan for
sugar mills, after refusing to intervene earlier in the year (see SourceMex, 2000-05-31). [Sources:
Associated Press, 07/26/00; The News, 07/28/00; Bloomberg News, 07/27/00; Dow Jones Newswires,
08/03/00; Proceso, 08/06/00; Reuters, 07/31/00, 08/02/00, 08/06/00, 08/07/00; El Financiero, 07/26/00,
07/31/00, 08/01/00, 08/02-04/00, 08/07/00; La Jornada, 07/27/00, 08/07/00; Novedades, 07/26/00,
07/27/00, 07/31/00, 08/01/00, 08/03/00, 08/04/00, 08/08/00; Notimex, 07/30/00, 08/06/00, 08/08/00; El
Universal, 07/31/00, 08/01/00, 08/02/00, 08/04/00, 08/07/00, 08/08/00; Excelsior, 08/02/00, 08/04/00,
08/08/00; El Economista, 07/27/00, 07/28/00, 07/31/00, 08/01-04/00, 08/07-09/00; Reforma, 07/27/00,
08/01/00, 08/02/00, 08/04/00, 08/07-09/00]
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